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Taleplione Numbey:

Réfm' Reply to:
ER/EO:T

Datet “AUR ) yapp

- CKRTIFIED MAXL,
Dear Applicant:

We have considerad your application Lor recognition of axemptlon fz'ovll Foderal
Income tax under section 501(e)(6) of the Internal Revenue Code and have *
dotermined that you do not qual ity for exemption under that section. Our

reasion for this conclusjon and the facts on which it Is bascd are explained_
below, ' - ' ‘

Jhe_Lolormatlon you submitled Indicates that you wore incorporated on
d. No specifle purpose of the corporation wo sindicated in the
Articles of Lnvorporation, Your bylaws state that Lhe "Cu~of shall be

organizod and function for the purpose of '

Av Maximtzing the efficient utilizatlon of market-wido advertising
nedin; ' '

B. Obtalning medla purchases within the market area for the benafit
of the Co-op; o
C. Daveloplng amd instituting uniform in-store prowotional programs:

anl . :
I i ho
an area,’ '

D. Promoting
Mo_.! tropollt

Your membership includes all company-owned stores and

franchise slores within the area. This area includes

aid
I, , I an = This

area way tw expamled by 51% majority of the Co~up wenbers.

Your organizatlon avls as a pool for advertising W
N od s Tranchises doing business in tha area, Fach
slare s obligated via the initial franchise arreement, to contribute B of
1ts monthly sales to the fund., The Punds are disbursed sole’.;é for advertising

purposes that benefit all stores. You state that this purposs is "merely to

promote, through advort Lsing, S stores An the i arca
and a1t monies spent work to this end," : '
Initiator ' ' aviower Roviewer - Roviewsr Roviower Roviawer
Code 20y | Fm ' i
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Your bnvome [5 derived from o parcentage of oach stores sales that comprise -
the advert lslog corop, Interest carned on Lhe Lfund's moncy market account amd “ -
miseel lanvous celubursoments Lfrom Lrancliiseen., ' :

vou show vxpenses of disbursements for the benelis of your members and other
silarion and wages.  'The disbursemeats for your mowbers lnclude weikla
advertising = print and radio, promotional items, consultants, talunl fees,
Livthday etub, banners ant other expenses necessary for the oporation of the
organd catl o, <

Sectton M1e)(6) of the Tnterna) Rovenue Code provides exemption from Federal
income tay to ovgand zotlons such as business leagues, clkmbers of commarce,
poal estate boards and other organizations thal are not organized for profilt
and oo part of the net carnings of which inures to the henaflt of any private
shivaholder or Ldividaal,

Section 150He)6)-1 of the Tncome Tax Rogulations delines o 801(u){6)

organtzat fon an Inllous, ' , ‘-

1. A husiness loague s o assuclatlon of pevsons having some cowmti
Misinens interest, the purpose of wich Is to promote such coummon
interost and not to enkage in a rexular buslness oﬁ?”%ﬁi ledmt
ordinarily earveled on for proflit, ¢

9. A business league is an organization of the sume ganersl class as
a chamber of commerce or board of trade. 'The activities should be
directed Lo the taprovement of Lusiness conditilous of one nr more
ines of business as distIngulshed from the pacformance of
servicas for Individual pevsons.

4, An orpanizalion whose purpose 1s to enpae in a regular bus iness
of o kind ordinseily cacried on for profit even though the
siness s conducted on a covperative basis and produces only
sulflehuit Locowe to be self-sustaining s not a businoss league.

Natlonal Maffler healurs' Assoclatlon v, U.S, 440 U.8. 472(1979) discusses an
organizakion that applicd for tox oxewpt status under section 501{c)(6). Tn
this case. Lo organtzation Cormed o trade. assoclation of franchlsed wuflfler
dntlors.  The orsanization limlted its pembership to Mldas Muffler dealors and
{15 activities to Midas businesses. The orpanization was denled tax

fompt fon.

Repnloationg svetfons 1.501(e)(6)-1 slatoes, in pact, that "Lax excnpl business
Loapues' activities should be directed Lo the improvement of busliness
comlitions In one or wore 1lnes of husiness." Since your orpanizallon has
vonf tnwd 1ls activities Lo and franchilses In the
ara and does ot include mombers from organdzafions that are
aot oCEiEdated with T . You are nol. un infustry-wide
argandzat ion ausl you do not meet the line of busluess requiremdat of section

e D),
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Industry as a whole,
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membeys,

The difference between this orpanization
clled organizal jnn promoted the industry
duy person or associatlon engaged in the
mrlicular industry, None of the adverti

(ndividuals members with the exception of

sting in the tolophone directory, Howe

portion of the tokal advertising expenditures

Incidental Lo the main nrpose,
campaign was primarily

organization formed tn promote ¢
which carries out its Purposes

The organization was en

Under these cir
for the benefit of the in

products

primarily by conducting a meneral

ond services of the
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anding the fact that such advartising

of particular services for

its
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as g whole.
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one nawspapar advertisement, and a

ver, thiﬂ
and was

cumstances,
dustry

raprasented only a minor

regarded as only
the advertising
as a whola, Y -
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Revenue Ruling 56-65, publishod in Cumulatis)e Bulletin ‘1956-'1. on page 199,

held that a local organization whoge principal

furnishing particular Information and specialie
individual members enpaged in a particular indy
other weans to offect cconomies in the operatio

businesses was performing particular

Tnternal Revenue Code as a business leagu
which wore of bapefit to the particular {

Revenue Rulinyg 56-84, published in Cumulativae Bullétin"1956:1 .

held that
selling,

an ovganization operated primay

Revenue Ruling 67477. prublished in Cumixlativ’e_llullhtin_ 1967~1,
held thal. an orgni zation composed of dealers in a certain make

services for
organizol ion did nol qualifv for exenption dnder s

and handling tho national advertising In
is engaged In the porformance of rarticular servic
distinguished Crom activities for the improvement
Lhe industry as a whole. -The organization was not
Foderal income tax under Code section 501(e)(6).
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individual persons,
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on page 138, .
of  automobile

tna destgnated area oraanized and operated for the primary purpose of

Flwneing general advertising campalgns to prowote, with ‘
that make of autonobile was not entitled to .
of this denial of exemption

dealer wembers, the sale of
2xempl jon ader section 501(c)(6),
was Lhat the organization was performing

The rationala

funds contributod hy

particular services for %gts members .
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Your organization Is similar Lo the ormanizations described in Revenuo
RulIngs S6-65, 56-84, 67-77 and the court casuy "National Muffler Dealars'

Associalion v. U.8., dn that, your organjzation Linits its senbership and
activities to only ﬁ anl its franchises., Your

adeert lsing coapaigns are geared only to those Eranchises within a cortain
aror amd nol lodustry wide, The advertising compaians affecls ench busines.'s
ceonomy as each business contributes, by franchise agreswent, ¥ of total
pross receipts per wonth, Since each business is required to particlpate o
“Lhe fund, et fenlar services ara being porformed for them. This also rasults
fn the net carninps of the organization inuring to the benefit of private
shareholders or individuals or those who have a shave in Lhe enterprise,

The information subwitted dopicting advertising material comtalning listings -
of the names ol individual wombers constitutes advertisiog for the individuals
s0 advertised amd s thus considered Lhe performance of particular services
for such individusls, rather than an activity almed al the lmprovement of
gennral buslness conditions,

\mu aclivities are lound to constitute the porfomance of particular services
for yvour members, The act eavnings of the organization also inure to the
benel it of all bosinesses aifiliated wath ] private
shareholdors or individuats, You are not improving conditiond in one or more
linos of business and your activities do not serve the industt}' as a vhole,
Lut only Lhe members of your organization. Your business activitles also
benef 1L membars by providieg them with goods and services,

based on the information submlitted aml the applicable law eited alove, it is
contudud that you do nobt quallfy for tax exemption as an urganimtiml
deseribed in section 501(c)(6) of the Internal Revenue Code,

You are required Lo (ile Federal income tax returns on Form 1120,

1f you Jo not agree with out dJdetermination, you may request consideration of
this matler hy the Offlce of Reglonal Director of Appeala. To do this, you
should file a written uppeal as explained in the enclosed Publicaltion 892,
Your appeal should give the facts, law, and any other jnforwation Lo-supporl.
your position. 11 you want a hearing, please request it wlen vou file your:
appeal and you will be contacled tu arrange a date. -The hearing may be heid
at the Regional Office, or, if you request, at any mutually convenient

District office. UL you will be represented hy someone who is nol one of yohr A

pr im-apul officers, that person will need to [ile “ pnwel of attnrnsw o tax
informat ion aul horization vith us.

TF vou do nol appeal his deterwinatlon within 30 days [rom the date of this:
letter, as osplained fo Publicatlon 892, thiz letker will bespme our final
determingtion on Wthis mialter, , . o
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Appeals snbwitted vhich do yot conta

Pablication 892 will he returned for completion,

I{ you lave any auestions., pleasa o
nusher are shovn {n the heading of

Bnclosure: '
Publication 892

ontact the m_rsoﬁ W
this lotter.

Sincerely,

fn all the docusentation required by -

hosa name and telephone

steiet Divector:
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